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Consumer and Business Income and Spending Patterns 
in the Postwar Period 

^CONSIDERABLE interest centers 
on means for lifting the economy to its 
full economic potential and for attain­
ing a faster rate of growth. Cm'rent 
legislative proposals are designed to 
achieve these objectives; they involve 
the stimulation of the private economy 
by tax reductions and other incentives. 
Imphcit in these proposals is the 
assumption of a fau'ly stable pattern of 
response to changes in income and 
demand by both consumers and busi­
nessmen for major segments of the 
economy, and more volatility elsewhere 
as in investment where we have had a 
relatively low volume in recent years 
as indicated in the plant and equipment 
article in this issue. Considerable in­
dependence of movement exists in 
parts which have to be studied in 
relation to other more stable functions. 

Examination of the postwai' experi­
ence suggests that consumers tend to 
spend a faii'ly constant proportion of 
the increase in their disposable income. 
While business investment in plant 
and equipment is also dependent to a 
degree on income flows, other factors 
such as changes in intrabusiness sales 
and sales to Government and for ex­
port, capacity utilization, profit and 
other expectations are also determining. 

Factors underlying buying decisions 

The accompanying chai'ts for selected 
parts of the economy were prepai'ed to 
portray some basic relationships; they 
depict the degi'ee of association wliich 
exists between consumer income and 
spending and business incomes, sales, 
and investment. Despite the signifi­
cant changes in the economic, political, 
and international climate during the 
postwar period, consumer and business 
behavior have displayed some well-
defined and stable patterns in relation 
to the fluctuations in total economic 
activity. 

The factors which shape the course 
of private demand as well as total dc-
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mand (GNP) are not only manifold in 
number but vai'y from period to period 
both in the intensity and the timing of 
then' impact. Some of these forces 
exert independent influences—for ex­
ample, changes in government pro­
grams, a significant part of business 
investment and consumer purchases ol 
dm'able goods and housing—while oth­
ers ai'e induced and are affected by the 
general course of business. 

Fm'thermore, some of these influences 
are more or less interdependent—i.e., 
changes in one factor are related to 
changes in one or more of the other 
variables. For example, increased sales 

may yield moi'e profits, and together 
they may provide the motivation to 
expand investment outlays. Profit 
opportunities foreseen independently 
from new products and new techniques 
yield higher investment, higher product 
flows and incomes. 

It is virtually impossible, on the 
basis of present know-how, to obtain 
clean-cut quantitative determinations 
of the separate impact on the variable 
being examined of each of the inter­
related factors. For example, will an 
autonomous increase in the cash flow— 
i.e., income plus depreciation set-
asides—tend to stimidate business in-
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vestment? Or is a sustained rise in 
sales a prereqm'site for investment ex-
^jansion? Or is the rate of retm'n on 
investment the major consideration? 

The answer to these questions may 
be indeterminate, depending upon other 
cu'cumstances such as the rate of plant 
utilization, the availability of workers, 
the degree of competition, and the stage 
of technological progress. Even when 
one has a knowledge of these other 
variables, the answer may still be un­
certain because of the close inter­
dependence of some of them and the 
difficulty in determining their separate 
effects on investment. The cyclical 
position of business cleai'ly has some 
influence. 

This inability to disentangle the 
"net" effects partly accounts for the 
prevalence of different viewpoints held 
by economists with respect to the im­
pact of certain policy actions. 

To complicate matters further, both 
consumers and businessmen frequently 
make decisions on the basis of their 
evaluation of the future course of the 
economy. At times their forecasts may 
turn out to be reasonably accurate, and 
in such cases, the expenditures made 
can be "explained" on the basis of 
clianges in the basic economic factors. 
But if the forecasts should turn out to 
be in error, the actual expenditures 
would be out of line with those expected 
from a consideration of income, prices, 
and other relevant factors. 

For example, in the latter part of 1962 
corporate cash flow was rising, but at 
the same time businessmen could fore­
see no buoyancy in demand in the 
period ahead and viewed investment 
prospects as weaker than in the pre-
1957 period. Thus, they decided to 
slow their not-too-vigorous investment 
expansion. In this short-run case their 
analysis of future prospects proved to 
he accurate, but there were other favor­
able factors—^investment credit and 
new depreciation guidelines which took 
more time to evaluate and these are 
probably a factor in the rising programs 
now foreseen. 

On the other hand, following the end 
of the steel strike in 1959, businessmen 
e-\pected substantial increases in sales 
in I960 and investment was accordingly 
stepped up. These expectations did 
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not materialize since demand leveled 
off after the flrst quarter of 1960, and 
consequently the movement of invest­
ment during that year did not conform. 

The role of economic evaluations 

The charts suggest that the factors 
accounting for the major portion of the 
fluctuations in consumer and business 
buying are the broad economic meas­
ures—such as changes in incomes, in 
new business received, in sales, and in 
credit availability. Decisions to enter 
into or to mthdraw from the markets 
are generaUy made after an appraisal of 
present and prospective benefits to be 
derived from such actions based on 
economic evaluations. 

In the case of new products, certain 
special considerations are brought to 
bear on spending decisions. Many 
companies and individuals invest in re­
search and development and in sup­
porting facilities to develop and market 
new products with the expectation that 
they will yield future profitable re­
turns. Such risk-taking ventures result 
from judgments made as to the prob­
able market response to the end prod­
uct, and involve a high degree of con­
fidence in the final outcome. The 

causal or underlying forces motivating 
this type of spontaneous investment 
are difficult to measure and quantify 
but are fundamentally very important. 

But a bunching of successful results 
is frequent in pai'ticular parts of the 
economy, as is evident now in the space 
programs and many other new products. 

Review of Some Major Aspects 

As the charts indicate, not all of the 
spending by consumers and business 
is accounted for by fluctuations in such 
basic factors as income flows and 
demand. The fact that at times the 
actual e.xpenditures show departurea 
from the relationships involving these 
particulai' factors implies that other 
influences are also at work. These un­
doubtedly embrace measm'able econom­
ic influences such as prices, costs, etc., 
and spontaneous decisions made apart 
from the dictates of the immediate 
economic envii'onment. 

Not only are present techniques 
deficient in measm'ing the separate 
effects of the "root" factors aft'ecting 
consumer and business buying, but 
many individuals make decisions with­
out being aware of the reasons, and 
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others base then' actions on inadequate 
information, hunches, or other in­
tangible considerations. Of com'se, 
most decisions are based on sound 
business sense, of which there ai'e ample 
illustrations. 

It must be emphasized that none of 
the charts portrays cause and effect 
association. Rather, they show re-
liitionships between the relevant im­
mediate factors and sales or investment. 

Where the degi'ee of association has 
been quite close and stable over the 
entire postwar period, it may be as-
smned that there is a high probability 
that the indicated relationship will hold 
when extrapolated into the futm'e. 
However, care must be taken not to rely 
unduly on a projection into the futm'e 
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from such relationships even when the 
association is exceptionally high, since 
unforseeable spontaneous decisions or 
events can cause a "break" in historical 
relation. The events dm'ing the Korean 
conflict provide an apt illustration 
of such a breakdown. In other cases 
there ai'e valid reasons why the trend 
may not be expected to hold over an 
extended period. 

But the following analyses are sig­
nificant. 

1. Consumers syend a fairly constant 
proportion of their after-tax income— 
averaging 93 percent in the postwar 
years. 

E.xcept for the very early postwar 
yeai's and sporadically during the period 
of the Korean conflict, the chart shows 
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a remarkable constancy in aggi'egate 
consumer buying relative to disposable 
personal income ' (i.e., personal income 
less taxes). In only a few quarterly 
periods since 1951 has the ratio devi­
ated significantly from the 93 percent 
average, with the maximum ratio being 
94 percent and the minimum 91 percent. 

Cyclically low ratios generally oocm-
in recession periods when durable 
goods spending is greatly i-educed; 
high ratios occm* at times when durable 
goods buying, particulai'ly of autos, 
with the resultant borrowing, is ex­
ceptionally brisk. In strong recovery 
periods the ratio tends to rise above 
the 93 percent average. In a yeai- like 
1955 this independent spurt in durable 
goods buying was a major factor in the 
basic movement of business. 

An increase in consumer spendable 
income is accompanied by a roughly 
corresponding rise in consumer buying. 
Thus, consumer expenditures in the 
flrst quarter of 1963 are estunated at 
an annual rate of about $368 bilUon— 
93K percent of the disposable personal 
income—up 5 percent from a yeai' ago. 
Disposable personal income increased 
by about the same percentage. .Rising 
consumer expenditm'es have been a 
major som'ce of strength in the recent 
economic picture. 

In view of the fact that consmner ex­
penditm'es comprise nearly two-thu'ds 
of the GNP, the relative stabihty of 
consumer buyuig has been an important 
factor in dampening overall economic 
fluctuations in the postwar period. In 
this the gxeatei' size of the built-in in­
come stabilizers has been a factor. 

2. Consumer expenditures for goods 
are also closely geared to the flow of con­
sumer spendable incom.e, with more inde­
pendence in durables. 

The postwar experience suggests that 
nearlj'̂  one-half of the hicrease in dis­
posable personal income is spent for 
goods of all types— f̂ood, clothing, 
automobiles, fm'nitm'e, and so on. 
This relation ^—as the chart shows— 
has been remarkably stable since 1951, 
the maximum departm-e from the re-

> TliD data in tiio accompanying cliart are in current dol­
lars, but tiio same constancy prevails when pcrsonui eon-
sumption expenditures and disjiosoblo personal income arc 
expressed in real terms. 

2 The regression equation based on 1948-02 is as foiiows: 
Y=aii+O.WX where 1' is a uarterly consumer goods cxliendi-
tures and X is disposabio ijcrsonal income, in i)iiiions of 
dollars, .iicasonally adiusted, at annual rates. 
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ai'ession line being about 3 percent dur­
ing the splurge of auto buying in 1955. 

In periods of downturn in income, 
spending on goods tends to fall, mostly 
because of sharp reductions in buying 
of durables which is accompanied by 
cui'tailed use of consumer credit. In 
the upswing, the reverse situation 
prevails. 

I t may be noted that in the recovery 
from each of the fii'st tlu-ee postwar 
recession lows—1949, 1954, and 1958— 
expenditm'es for goods returned to their 
long-term relationship to income within 
approximately a year. However, the 
rise from the bottom of the last reces­
sion—the fii'st quarter of 1961—^lias 
been slow and spending has remained 
below the relationship since that time. 

The stability in the ratio of total 
consumer spending to income dm'ing 
this period has been due to the per­
sistent uptrend in consumer spending 
for services. 

I t is of interest to note that the 
present proportion of income spent for 
services—38}^ percent is now back to 
where it was in 1929 after having 
been below this figure for a long postwai' 
period. The failm'e of goods expendi­
tm'es to advance adequately has con­
tributed to the recent sluggish recovery 
in total economic activity and to the 
persistence of the relatively high rate 
of unemployment. 

As a general rule, however, an in­
crease in spendable income is translated 
into a proportionate rise in purchases of 
goods. 

3. Increased consumer expenditures for 
goods are accompanied by a proportionate 
rise in corporate gross product. 

Corporate gross product represents 
income originating in corporations 
(compensation of employees, corporate 
profits, and net interest) plus corporate 
indirect business taxes and capital con­
sumption allowances. Corporate gross 
product is virtually proportional to 
corporate sales—which include in addi­
tion to the gross product the value of 
intermediate pm'chases bj^ corporations. 

The accompanying chart shows that 
corporate gi'oss product (and also 
corporate sales) tends to move along 
with changes in consumer expenditures 
for goods. The relationship indicates 
that during the postwai' period a rise 
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of, say, 10 percent in consumer ex­
penditm'es for goods was accompanied 
on the average by a rise of about 15 
percent in corporate gross product.' 
Corporations obviously are the source 
of a loi'ge part of the goods which con­
sumers buy. The analysis suggests 
that sales of corporations to business 
are also somewhat correlated with the 
value of goods which consumers buy, 
but investment, government, and ex­
port buying ai'e likewise important. 

In certain periods there are signifi­
cant deviations from the relationship. 
The lower panel shows the percentage 
variations from the line of relationship 
for the quarterly periods portrayed in 
the upper panel. The maximum vari­
ation since 1950 has been -|-S percent 
in the second quarter of 1951 and, on tlie 
other side, —4 percent in the second 
quarter of 1958. Deviations are rela­
tively large: (1) during the pei'iod of 
tlie Korean conflict when a large part 
of corporate business was devoted to 

! The regressioneyuation based on 1947-02 Is: Y=i),\2 -Y'." 
whore Y is quarterly corporate gross product and X Is 
consumer goods expenditures in billions of dollars, season­
ally adjusted at annual rates. 
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producing Government war materiel, 
and (2) around the low points of reces­
sion periods when corporate sales of 
durable equipment to businesses drop 
very sharply and consumers buy less 
durable goods. However, as would be 
expected, the chart indicates unmistak­
ably that there is a definite association 
between consumer goods expenditures 
and corporate output -or sales. 

4. Plant and equipment expenditures 
are in large part dependent upon the vol­
ume of corporate gross product or sales, 
but to an important extent are a function 
of exogonous factors—importantly inde-
jjendent investment. 

Throughout the postwar period there 
has been a general tendency for total 
plant and equipment expenditm'es (GNP 
basis) to reflect changes in corporate 
gross product.* On the average, a 10-
percent rise in corporate gToss product 
has tended to be accomplished by about 

* Total plant and equipment expenditures are closely 
related to corporate purchases of plant and equipment, so 
that tho general relation Is also valid between corporate 
plant and equipment and corporate gross product. Also, 
corporate gross product is closely correlated with total ONP 
so that a similar relation e.xlsls between plant and equip­
ment oxpenditures and total GNP. 
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UNDISTRIBUTED CORPORATE PROFITS PLUS CAPITAL 
CONSUMPTION ALLOWANCES RELATED TO 

CORPORATE GROSS PRODUCT 
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an 8 percent rise in business fixed 
investment.^ 

The significance of this cliart Ues in 
the fact that here the deviations from 
the line of relationship are much larger 
than in the correlations presented 
above. Obviously there are other 
factors—autonomous and induced— 
which influence the course of fixed 
investment—again space programs may­
be noted along with such products as jet 
au'craft. 

Of particular interest is the pattern 
shown for the last 7 years. The 
deviations were exceptionally large in 
1956 and 1957 when fixed investment 
was 9 percent and 11 percent, respec­
tively, above the relationship line. 
The "bunching" of investment outlays 
in these 2 yeai-s resulted in part from 
tax incentives and the modification in 
depreciation charges permitted in the 
1954 tax legislation. Also contributing 
to the investment boom was the rise in 
demand following the recovery from the 

sTlio rogrossion equation based on 1047-02 Is: y=0.6B 
XH-T, where Yis the quarterly l)lant and equipment e.xpend­
itures (ONP basis) and X is corporate gross product, in 
billions of dollars, sea-sonaliy adjusted at annual rates. 

recession low of 1954. Undoubtedly 
other factors were efl'ective in this 
period, particularly the generally high 
rate of industrial operations and the 
heavy investment for the "new look" 
autos. The result of the large invest­
ment outlays in 1956 and 1957 was to 
gi-eatly enlarge the capacity to produce. 

Since 1957, plant and equipment 
expenditures have been low relative to 
the longer term relationship, reflecting 
not only a deficiency of demand 
(consumer goods expenditures discussed 
previously) but also the existence of 
excess capacity relative to demand. 
Because of the latter factor, plant and 
equipment expenditures have risen by 
inadequate amounts in recent years, 
and this lias been a major factor in the 
sluggish gi-owth in total GNP. Profit 
margins have been lowered and this 
has also been an adverse factor in the 
investment market. 

5. Corporate profits lag behind rise in 
corporate gross product. 

Over the postwar period, corporate 
profits liave increased relatively less 

than corporate gross output. With tax 
liabilities doubling, after-tax profits 
have risen a little more than one-fourth 
while corporate gross product has more 
than doubled. The increase in dividend 
disbursements has generally paralleled 
the rise in total output, and, conse­
quently, retained earnings are currently 
somewhat below their immediate post­
war level. Corporate capital consump­
tion allowances have risen 2^ times 
since 1948." 

6. Corporate earnings and deprecia­
tion allowances in the long run tend to 
move with corporate gross product, hut 
there are independent variables. 

Corporate retained earnings plus 
capital consumption allpwances since 
1948 {.about 90 percent of which repre­
sents depreciation charges) has tended 
to move upward with corporate output 
or sales. The correlation, however, is 
not especially close, particularly in the 
period prior to 1955. 

In general, retained earnings plus 
capital consumption allowances of cor­
porations has tended to comprise 13 
percent of the corporate gross product. 
Except for the recession lows of 1958 
and 1961, this proportion has been re­
markably stable since 1954. Marked 
departures are apparent during the 
period of the Korean conflict and in the 
1949 recession quarters. 

It is worthy of note that retained 
earnings plus capital consumption al­
lowances were relatively high during 
the past year, and yet plant and equip­
ment expenditm'es have tended to ease 
off a bit since last fall. Since this "cash 
flow" and plant and equipment expend­
itures are each related to corporate 
gross product, there is an implication 
that both "cash flow" and corporate 
gross product interact on business 
fixed investment. 

Apparently, at times an increase in 
neither "cash flow" nor corporate gross 
product nor both are sufficient condi­
tions to induce a large expansion in in­
vestment; other factors must also be 
favorable. The two parts of the flow-— 
profits and depreciation—are not looked 
upon by business in exactly the same 
light. 

» A lull discussion of tiio relationship between changes in 
profits and output is cop.tainad in "Corpotato Profits and 
National Output'," |n4lie-Ndvomber 1802SnttVEY. 
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7. Corporate capital consumption al­
lowances and dividend payments have 
moved upward • in the postwar period; • 
corporate retained earnings have de­
clined continually relative to corporate 
gross product. 

The Avide fluctuations in corporate 
cash flow (usually defined as corporate 
profits after taxes plus capital con­
sumption allowances) over the postwar 
period reflect the movement of cor­
porate retained earnings which were 
relatively high in the early postwar 
period. Dividend payments have 
shown a steady upward tendency over 
the postwar period, increasing an av­
erage of $0.6 billion per year; capital 
consumption allowances have been 
moving strongly upward, averaging 
$1.6 billion increase per year. 

In contrast, the lower panel of the 
chart shows that in relation to cor­
porate gross product, corporate retained 
earnings have drifted downward by 
reason of the dividend flow and the 
fact that the profit trend has been 
dampened. 

CORPORATE CASH FLOW 
Billion $ 

40 
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In the 1947-48 period these repre­
sented about 10 percent of corporate 
gross product; by 1952 the ratio 
dropped to 4}^ percent; in 1959 it was 
4 percent; and last year less than 3}̂  
percent. In the downturn of each of 
the postwar recessions, retained earn­
ings took the full impact of lowered 
profits and dropped very sharply rela­
tive to corporate gross product; in 
each subsequent cyclical recovery a 
sharp rise occurred, although usually 
not recovering to the prior peak levels. 

8. New orders • received by machinery 
and equipment companies is an indicator 
of the short-term movement of plant and 
equipment expenditures. 

The final chart shows the relatively 
close parallelism between equipment 
orders placed and business fixed invest­
ment. However, over the postwar 
period plant and equipment expendi­
tures have lagged new orders by about 
6 months. Six months after a turning 
point in new orders, plant and equip­
ment expenditures generally turn. 

Tlus lag is inherent in the time rc-
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quired to produce the equipment after 
an order is placed. In the last 9 
months there has been some levelling off 
tendency in new orders placed with 
machinery companies. This would 
indicate a levelling oft' in plant and 
equipment spending in the most recent 
period. The survey reporting these 
expenditures elsewhere in this issue of 
the Survey seems to confu-m this 
development. 

Both machinery orders and plant and 
equipment expenditures appear to be 
aft'ected somewhat by business inven­
tory decisions—i.e., when businessmen 
decide to hold inventories low relative 
to sales, machineiy business is also 
afl'ected to some degree. Thus, the 
levelling off tendency in inventories 
since last spring may also be a factor in 
the cm-rent outlays for plant and 
equipment. Inventories appear to be 
now headed upward according to the 
survey detailed on page. 8. 

Summary: This series of charts 
suggests that a basic and persistent 
factor in stimulating business invest­
ment is the demand for goods. Such 
demand is in turn mainly determined 
by the flow of income. A significant 
amount of the. total variation hi plant 
and equipment expenditures, however, 
is not accounted for by the income and 
demand factors. At times other fac­
tors—spontaneous and induced—are 
important in shaping the course of 
these outlays. I t is clear from our 
past experience tha t strong investment 
is an essential element of a high growth r 
rate. The prospective trend of invest­
ment is, therefore,, an important con­
sideration in evaluating the near-term 
economic outlook. 
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